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ABSTRACT 

This^report is intended to help state governors, 
legislators, and educators as they address the problems related to 
funding education. It is based on the idea that policymakers can 
profit from the learning experiences of other states,' The first and 
longest section of the booklet consists of a three-part overview* The 
first part of the overview summarizes the characteristics of the 
school finance reforms passed in**the /I9^0s and identifies six aajor 
themes: expanded ^general aidj increased equity, expanded measures of 
fiscal capacity, special pupil needs, special district needs, tax and 
spendincf limitations, and school finance litigattion. . She second part 
Sf the overview discusses the status of all the states in' 1977 on a 
variety of school f±nan9e equity goals. The final part reviews major 
events in 19B0 and likely state legislative activities in 1981* The" 
next section of the booklet reviews three general topics associated 
with school financing: the general fiscal condition of public 
schools, changing public opinion 1 on schools aad taxes, and 
dembgraphic s(nd enrollment trends. The final section of "the report 
examines recent research findings regarding school finance and 
provides an overview of issues likely to be of interest to 
policy-makers in the near future, <Author/JH) 
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Executive Summary 



rAfter one year ih the decade of the 1980s, it is clear that school 
finance issues are likely to be somewhat different, but not entirely 
different, from those of the 1970s. While public opinion concerning 
'the schools is on the upswing, resources for education are actually 
, 'declining. This is the reverse of the situation that characterized the 
previous decade. States continue 'to review their school finanpe sys- 
tem^ and to modify them, although school finance reform has be- 
come mors sophisticated, relying on more research into more issues. ' 
In this booklet, research into several areas is*su)nmari?ed 

Litigation has also not abated. Several cases initiated in the 1970s 
. are expected to be heard this year and decisions on appeal are due in 
Colorado and New York. iNew school finance litigation is focusing 
particularly on the needs of cities; municipal districts are pressing 
Mnany of the newly-introduced and expected cases coming out of 
t municipal districts. 

Analysis of the equity of school finance systems indicates that re- 
form has been beAeficial to the states. While more has been achieved 
in reducing the relationship between the wealth and spending of 
school districts, at least some decrease in the per pupil expenditure 
disparities of school districts has also been accomplished. This book- 
let presents the ' relative equity standing of states using^several 
measures. 

Numerous states undertook studies of their school finance systems 
in 1980, including Delaware, Mississippi, Missouri, New York and • 
Wyoming. Arizona passed a new school finance system in 1980. 
Oklahoma initialed a study of its system and Nevada is expected to 
review its system in the coming year. Many states face complex 
problems this year, however. California and Oregon face revenue 
constraints. Massachusetts must deal with the impactqf its property 
tax limitation. there is no doubt that the impacts of declining en- 
rollment, inflation and poorly performing state revenue systems are 
^going to be severe in somejptates. 

j X 

In many ways, the past year, has not been a good 8men for the future 

df school finance. However, despite the problems, it is anticipated 

that state legislatures will ' con tiniie jtheir efforts to improve school 

finance systems and education in the'states. 
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I. Overview 



During the decade of trje 19§0s, it will be difficult to match the fiscal 
expansion, the progress on equity goals and the level of state ac- 
tivities related to financing public elementary and secondary 
schools that took place during the 1970s. However, one of the lasting 
results of the actions in the 1970s has been the "maturing" of public 
school financing as one of the most visible public policy issues at the 
. state level. Today, the probjems related to funding elementary and 
secondary schools, as well as colleges and universities, are principal 
policy concerns of which governors and legislators as well as educa- 
tors are actively concerned. This report is intended to'help these 
individuals'as they address these policy concerns. It Is based on the 
notion that policymakers can profit from learning experiences of 
other states. 

This overview has three parts. The first summarizes the charac- 
teristics^ the school finance reforms passed in the 1970s. Part two 
discusses the status of the states in 1977 on a variety of school fi- 
nance equity goals. This is the first time a school finance equity 
assessment has been presented for all states. The final part reviews 
major events in 1980 and likely state legislative activities in 1981. 

School Finance Reforms in the Seventies 

Six major themes characterize tfie numerous and divergenfschool 
finance reforms enacted during tne past decade: 

Expanded General Aid 

General operating equalization aid prograrps have- been broadened 
and strengthened. Districts low in property wealth per pupil have . 
usually become>eligible for much more state aid than districts richer * 
in property wealtlrper pupil. This has usually happened by "level- 
ing up" less weafthy or lower spending districts. rather than by /re- 
distributing funds from rich to poor districts. Recapture proxis/ons' 
that redistribute funds^however, have been adopted in sqme states, 
namely, Utah, Montana and Minnesota, although in Minnesota the' 
recaptured amounts are deducted from state categorical funds. 

ThreeVpes of specific formulas have been used in the efforts to en* 
Jianqje equalization goals (Callahan and WiJken, 1976; Odden, 1978; 
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Augeriblick, 1979). Some states have enacted higher level founda- 
tion progrmns. Under these finance plans, the state guarantees a 
minimum leVel of per pupil revenues. Each" local district may sup- 
plement that foundation amount. The amount of supplementation is 
often restricted by state law Arizona, California, Florida, Illinois, 
Indiana, Iowa, Massachusetts, Minnesota, N,ew Mexico, North 
Dakota, South Carolina, Tennessee and Washingon have taken this 
approach. Washington is unique because the state fully funds- its 
basic education. program. 

Other states have enacted formulas designed to reward equal local 1 
effort with ^gual/fevenues per pupil, these plans have been called 
district power^jjfualization, guaranteed tax'base, guaranteed yield, 
resource equalizer or percentage equalizing. Under this type of sys- 
tem, Colorado, Connecticut, Kansas, Michigan, New Jersey, Ohio 
and Wisconsin allocate state aid to local school districts in response 
to levels of expenditures chosen by the local district. It should be 
noted that in some of these states, there is a great deal of cpntrol 
over annual changes in school district budget levels. 

Several states have added power equalizing components on top of 
higher level foundation programs so that above the foundation ex- 
penditure level, districts are guaranteed similar revenues per pupil 
at. similar tax rates. Maine, Missouri, Montana, South Dakota, 
Texas and Utah have enacted this type of ^wo-tiered equalization 
formula. t 

As a result of strengthening general aid formulas, state funding has 
consistently risen. In nearly every state triat rias enacted a school 
finance reform, the state not only increased the tgtal dollars that it 
allocated for elementary/secondary education, but also increased 
the percent of public school revenues coming from state sources. 
School fitiance reform has brought forth increased state support'of 
public Sthools. 

» 

Increased Equity 

School finance reforms'have increased the .equity of state school fi- 
nance structures, irrespective of the method chosen, school finance 
reforms have reduced expenditure per pupil disparities per se, and 
have been even more effective in diminishing the link between ex- 
penditures per pupil and local school district property wealth (see 
Section III, Part 1).- .While there had been concern that power^ 
equalization types of programs might accomplish the lattfer but not 
the former goal, the overall results indicate that progress on both 
fronts has been made in states that have implemented school fi- 
nance reforms. In part, this h^s resulted from the interaction be* 
tween tax or expenditure limitations ^and school finance mecha- 



nisms. It also appears that school finance reform states have made 
significantly greater advances in improving the equity of their 
school, financing systems than have states that have not passed 
school finance reforms (Berne and Stfefel, June 1979). 

Expanded Measures of Fiscal Capacity 

New methods have been developed to expand the measure of" fiscal 
capacity of local school districts beyond just property wealth per 
pupil. Connecticut, Kansas, Maryland, Missouri, Pennsylvania, 
Rhode Island, and Virginia all use a combination of property wealth 
and income in their school aid formulas. These expansions of the 
measurement of school district fiscal capacity have been supported 
by research findings in a number States that show that property 
wealth, the composition of property wealth in terms of residential 
and nonresidential (commercial, industrial, etc.) property and 
household income each have serrate and independent impacts on 
school district spending decisions (Adams, January 1980; and see 
Section III, -Part 2). . 

Policymakers in many states are examining the potential of' 
broadening fiscal capacity measures. Income is likely to be a more 
important factor as states and school districts seek new sources bf 
revenue for education. A number of states currently return a portion 
of state collected income taxes to school districts in proportion to 
amounts collected. In this case, the use of an income factor or a sys- 
- tern of directly deducting such revenues from state school aid can 
improve the equity of education support.' 

Special Pupil Meeds 

The states have dramatically expanded their role in providing high 
cost programs for various special-pupil populations, they have ex- 
panded the number of programs they support and have increased 
the level of support for such programs", foday, all states have com- 
prehensive programs for providing services to studeptswith physi- 
cal or mental handicaps; these programs are buttressed by the fed- 
eral Education for All Handicapped Children law,- P.L.94-142 which 
requires all students to. have a Wand appropriate education pro- 
gram provided. At the close of the 1970s, the states were serving 3.9 
million handicapped students and spending more than $3.7 billion ' 
for those services; the federal government provided $1 billion for 
services to the handicapped. Also, 16 states had categorical pro- 
grams of compensatory education serving 1'.9 million students at a 
total cost of $647.million. Another 8 s.tates had weightings to reflect 
the additional cost of providing compensatory education in their , 
general aid formulas. These programs supplement the federal ESEA 
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Title I program funded at the $3.1 billion level. Finally, at the start 
of the 1980s, 22 states had programs of bilingual or bilingual/ 
bicultural education serving nearly 660,000 students at a total cost 
to the states of $94 million (Odden dnd McGuire, May 1980). . 

Special District Needs 

Additional formula adjustments and factors have been designed to 
assist school systems with particular district related characteristics, 
Additional 6tate aid has been allocated for sparsely populated dis- 
tricts, districts With one room rural schools, districts with a very 
sn|all pupil population, low wealth districts with very high tax 
rates, urban districts with "municipal overburdening" conditions, 
districts facing relatively high prices for educational resources, and 4 
districts with declining enrollments. Michigan, for example, allo- 
cates additional state aW> to school districts in which the noneduca- 
x-tion tax i;ate exceeds the statewide average by more than 25 percent. 
New York State is investigating the impact, of municipal over- 
burden since it was a Specific issue raised in the Levittown court 
suit Jllbrida uses a ^ost-of-living index to adjust state aid distribu- 
tions to local school districts. Utah, New. Mexico, Kansas, Colorado 
Maine^ontana, Nebraska, Texas and other states have a variety of 
mechanisms that recognize sm^ll numbers' of students, sparse popu- 
lations or rural isolation (McGuire, Atfgenblick and Hammond, 
1980). 

Tax and Spending Limitations 

Tax and spending limitations have been incorporated directly into 
new school finance formulas or into revised rules and regulations in 
nearly two-thirds of the states. While most of 'these limitation 
measures have emergency clauses or other mechanisms that permit 
some discretion in the application of strict limitations, most school 
districts in-the country nevertheless jiave constraints on their abil- 
ity to increase expenditures, budgets or property tax rates. 

Som^States, such as California with Proposition 13 and the GSnn 
spending limitation, Idaho with the impact of Proposition 1 on local 
property taxes, Colorado and New Jersey with caps on state expen- 
diture increases, and-Arizona, Michigan and Tennessee with incre- 
ases in state spending limited to changes in personal income, will 
expedience seVere fiscal pressures if the' high inflation at the begin- 
ning of the 1980s continues. Massachusetts is likely to face similar 
pressures following the passage of "Proposition 2W in November 
1980. For states that have indexed their income tax structure, the 
impact on the state revenue picture is likely to be felt strongly in tHe 
next two years; California,*Colorado and Minnesota are states to 
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watch tlosely in that regard. While in the extreme, these tax or ex- 
penditure limitations can have devastating effects on educational 
programs, they have contributed, in their less extreme forms, to im- 
proving the,equity of school finance systems. 

The continuing pressure to reduce the reliance of school districts on 
property taxation is likely to lead to the need fbr new sources of 
revenue for school districts. Already'many states are exploring the 
possibility of expanding the tax base for school districts. • This 
movement raises questions about the intergovernmental fiscal ar- 
x T ml m ? Slid revenue distribution that exist 

today. The future condition ofeducation finance will no doubt be 
improved as we better understand the entire intergovernmental 
system by which public services«a're provided in this country. 

School Finance Litigation^ . ^ 

-In the courts, school finance litigation continues in many states and 
on-numerous fronts. The 1973 U.S. Supreme Court decision in the 
Rodriguez case did not slow the pace of litigation as had been feared, 
bince that time, -state supreme courts in California,' Connecticut, 
New -Jersey, Washington and Wyoming have nlled.their v state sys- 
tems of school finance unconstitutional on the basis of state equal 
protection and state education clauses, although, the highest courts 
in Idaho, Ohio and Oregon upheld their state structure Trial court 
decisions finding financing systems in violation of the state con- 
stitution are on appeal in Colorado and New York. School finance 
cases ^are being tried in -Arkansas, Maryland ind Wisconsin. And 
school finance cases hate been filed and are pending in Georgia 
Massachusetts; Oklahoma, South Dakota and West Virgin^ In 
short, school finance litigation is alive and much more diversified 
than it was a decade ago. 

Since the original Serrano case was brought in California, both the 
legal theories used in the litigation and the scopg'of the cases have 
broadened: , . * 

* K ' 

First, most cases ar^-brought-on the basis of either state equal protec- 
tion or state education clauses. The California, Colorado, Connecticut, 
Ohio and New York cases are examples of the former, while the cases , . 
m Cgforado, New Jersey, New York, Ohio and Washington are exam- 
ples of the latter InterMHngly, both the Colorado and New York cases 
presented argumgj^pheld by the trial court, on the basis of the 
tederal equal protection clause as well. 

- ' . / 

i^m°r hapter lt of Schoal Finance Re f° rm the States, 1979 (Augenblick, 
1979), tor an extensive analysis of school finance litigation written by Betsy 
Levin, now general counsel, Education Department. 



Second, the negative standard that undergirded the simple fiscal neu- 
trality theory, which held that education expenditures could not be 
related to local school district property wealth, has been expanded 
Litigants now argue that education expenditures can b£ related 
neither to % property wealth, nor to household income', municipal over- 
burden, education overburden nor local whim, i.e , votes of locar citi- 
zens to keep tax rates low ■ 

Third, positive standards have now been developed and used success- 
fully, these require the education finance system t& consider educa- * 
tion need and/jjr to.implement some affirmative duty of the state One 
aspect of the dljjfornia decision seems to require approximately equal 
resources per pupil, the New Jersey decision appears to require a mm- 4 
imal level of education attainment, the Washington decision requires 
the state to provide a minimum *but "ample" level of school resources, 
the New York decision requires resources appropriate to the needs 
and costs of special pupil populations, and the Ohio and the New York 
State trial court decisions explicitly recognize the need for the state to 
adjust for the varying purchasing power of the educatiorudollar among * € 
school districts. Tine challenge of the 1980s is to define the legitimate 
differences that may exist among school districts, to translate those 
differences into allowable expenditure variations, and create state aid 
systems that are sensitive to-»uch variations. 

The Levittown case in New York State serves as an example of the 
evolution of school finance litigation in terms of the comprehensive 
nature of the set of school finance issues included 'in the cases that . 
are pending as the 1980s begin. Levittown is based pn the state equal 
protection clause, the state education clause, and also the federal 
equal protection clause. It includes both the standard Serrano fiscal 
neutrality argument that expenditures per pupil should' not be a 
function of local property wealth. But it also includes the issues of: 
(1) special pupil populations and the necessity for the finance system 
to be sensitive to pupil needs; (2) cost variation and the rationale for 
the formu^ to adjust for the varying purchasing power qf the educa- 
* * ' tion dollar across school districts and regions; (3) the interaction be- 
tween municipal finance and school finance and the potential need ■ 
for the school aid system to adjust for the negative impact on educa- 
tion^ extraordinarily high needs for noh&lucation expenditures; 
and (4) attendance overburden, i.e., the fact that the use of an 
attendance-based pupil count disadvantages districts with low at- 
tendance to membership ratios, a problem primarily out otH^e con- 
- trol of local school officials. Cases such as Levittown are beginning to' 
define what can "be considered legitimate variations among school 
districts rajther than relying simply on the equal Expenditure stan- 
dard. Levittown is also one of What has become a number of cases 
raised specifically to test the state education finance role in regard 
to cities. Cases in Maryland and Wisconsin have emerged out of 
major cities and there has been discussion of similar cases being 
brought in New Jersey and Connecticut. * - 

•■ r 
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How litigation in school finance and education policy might evolve 
during the 1980s js difficult to predict. But -the 'fact remains that 
legal action rela v ted to education financing has increased rather 
m than decreased and broadened rather than narrowed. These trends 
are likely to'-continue during this decade, f 

School Finance Equity: 
The Status of the States, 1977 

Improving tKe equity of the .funding structures for education has 
been the target of school finance reforms oi the past 10 years. 
But equity has a variety of meaningsjmd, in fact, there have been* 
many equity objectives of the numerous school finance reform laws 
tha£ were passed in the 1970s. This sectioh presents some new in- 
formation about the status of the states using a number of different 
. , equity goals for the 1977 school year, the most current y£ar for 

- which data from all districts in each state are available. BeTore pre- 
senting those data, a brief review of different equity objectives is 

. given. (See Odden, Berne and Qtiefel, 1980, for a comprehensive dis- 
cussipn of eqiiitypefinitions and their statistical measures.) 

9 Equity for Children § \ . , 

Children are a primary group for which equity has been provided by 
school finance reforms. Three general equity principles for children' 
haye guided these reforms: (l/dqu^l treatment for all; (2) equal - 
-treatment of equals; and (3) equaltpportunity. 

N 

Equal treatment of all. A prominent source of inequity in most' 
school finance structures has been large expenditure per pupiLdif- 
fereoces among school districts within a state. Differences of two- or 
three-to^ne are common, and in rriany states differences between 
th^hijjh and low spending districts can reach a temto-one ratio. 

• Even tefter adjuring the expenditure figures for- factors Chat cause 
legitimate differences — such as pupil need differences, price varia- 
tions, transportation costs and 'capital outlay expenditures — wide 

» expenditure per pupil variations still have been found to exist:. 

One goal, either explicit # or implicit^of most new school fifiance sys- 
tems has been to reduce differences m expenditures per pupil. 
Numerous statistics can be used to measure the degree of expendi- 
ture disparity. Two — the coefficienf of variation and the Gini index 

— are used to assess the equity of the states. The coefficient of varia- 
tion, technically, is the standard deviation divided by the me^n; it 
gives the percentage variation i* expenditures per pupil about the 
average. The Gini index indicates the degree of variation from per- 
fect equality. For both statistics, values close to zero indite equal- 
ity, and values closer to one indicate inequality..' . 

7 to . 



Equal treatment of equals. States have recognized, though, that 
students and school districts are different and tKat such differences 
should be recognized m school aid programs Special student popula- 
tions have been a particular target of the school finance reforms of 
the 1970s. TJie states have rapidly expanded programs providing* 
extra fundb for services to handicapped students, low income stu- 
dents, 16w achieving students and students with limited English 
proficiency. 

Again there are a variety of ways to assess the degree to which 
states are treating students with special needs equitably One' 
method is to w'eight students by a factor indicating the magnitude of 
additional resources needed, as compared to a standard student, and 
then conduct an equality analysis baSed on the number of weighted 
students. Another is to separate out all resources for special needs 
and conduct the equality analysis on the base resources available for 
all students and examine the special funds separately. A third 
method would be to analyze expenditure per pupil differences 
across categories of pupils with different special needs. Unfortu- 
nately, current data do not allow for an analysis of the issue of dif- 
ferent pupil needs. ^ 

Equal opportunity In addition to recognizing differences among 
students that require appropriate unequal treatment, recent school 
finance reforms also have sought to reduce the role of factors that 
should not be related' to spending differences. In particular, new 
school aid programs have sought to _ eliminate the links between 
eqyal educational opportunity and local district wealth and income, 
i.e., to create "fiscally- neutral" school finance structures. This was a 
,majqr issue in many school finance court cases and as a result has 
been a major objective of many reform efforts ; In general, all recent 
education finance" change's have been designed to funnel increases in 
state aid to low wealth and /or low income school districts in an at- 
tempt to break the link between spending per pupil and the fiscal 
capacity of local school districts. 

There are many ways to' measure the degree to which expenditures 
per pupil are related to local property wealtfvper pupil Two statist 
tics are used in the discussion. The first is the simple correlation 
coefficient, which indicates whether a linear relationship exists 
between the two variables. This measures the precision of the re- 
lationship. A value cloeer to zero indicates a less puecise relation- 
ship, a value closer to one indicates a more precise relationship. The 
second statistic is the simple wealth elasticity. This statistic shows 
the percentage increase in expenditures per pupil associated with a 
one percent increase in property wealth per pupil. This pleasures 
the magnitude of the relationship. An elasticity close to zero indi- 
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cates that school district expenditures do not change much with 
changes in wealth; a greater elasticity indicates that higher district 
expenditures tend to be found in higher wealth districts. 

Taxpayer Equity " >s x v ^ 

Children have not been the only targets of the school finknce'reform 
efforts. Taxpayers also have been of concern; indeed taxpayer con- 
cerns may have been preeminent since, in addition to the taxpayer 
equity goals, property tax relief was a major element in many edu- 
cation finajice changes that were enacted into law. 

Horizontplequity In its classical public finance sense, the objec- 
9 tive of thisVprinciple is to assure that taxpayers with similar in- 
comes have Similar tax burdens, This concern has not been a central 
objective of school finance reform although the school finance objec- 
tive of reducing property .tax burden regressivify in a sense sub- 
v sumes this issue, (See Phares, 1980, for information concerning 
state a?nd local tax burdens by income class for states.) 

4 In school finance circles, this principle has been broadened to the 
- school district level. A central probtem in school finance is that tax- ' 
payers in low wealth. districts often spend less per pupil at a given 
^ tax rate than taxpayers in high wealth districts. Indeed, in many 
states, fechooj districts in the same geographical area can have very 
^ different per pupil spending levels even with similar tax rates; 
, % - ' many times the district with the higher tax rate spends less than a 
», * neighboring district with a lower tax rate. 

In response to' this type of taxpayer inequity, many states attemped 
to achieve the goal of providing what is known as "equal yield for 
equal effort. ,, This goal is met when the state guarantees to ta* 
payers in each school district approximately the same amount of 
, « local and state revenues per pupil for equal tax rates, regardless' of 
the level of local wealjh or income. Coldrado, Connecticut, Illinois, 
, Kansas, Michigan, New Jersey, Ohio and Wisconsin are some states 
that have implemented this kind of school aid program. 

Vertical equity. The objective of this principle is tp assure appro- % 
priate treatment qf people with different incomes. As complements 
to a new school 4 finance distribution formula, some states also have 
sought to reduce the burden of the property tax on persons with low 
^incomes. Michigan, Minnesota and Wisconsin implemented circuit- 
breaker programs of property tax relief, as complements to .new 
school finance plans. The school finance plan improved the equity of 
the property tax on a district by district basis, while the circuit 
\ breaker program improved the equity of the property tax on an indi- 

. is . - 



vidual household basis by limiting property tax payments as a per- 
centage of income. In post cases, the percentage increased as in- 
come increased, the objective being to make the property tax a .more 
progressive tax, at least with respect to current income. 

The Status of the States in 1$77 

Th6 data in Table 1 present statistical measures on two major school 
finance goals for nearly all states. These data are taken from unpub- 
lished tabulations from the National Center for Education Statistics 
(NQES), which is in the process of publishing a profile of all the 
states on a variety of education finance issues * The information in 
Table 1 includes statistical measures of two major equity goals: ex- 
penditure per pupil equality, and fiscal or wealth-neutrality, i.e., the 
degree to which expenditures per pupil and property wealth per 
pupil are related. As mentioned above? two statistics. are given for 
each goal, the coefficient of variation and Gini index for the goal of 
expenditure per puoil equality, and the simple correlation coeffi- 
cient and wealth elasticity for the goal of wealth neutrality. These 
data are used in the following maps to show the states ranking rela- 
tively high or low on these various equity goals. ^ 

All data are from special NCES tabulations from the merged data file for 
all school districts for 1977 The expenditure disparity statistics were calcu- 
lated using a core current expenditure per pupil, core current expenditures 
are defined as current operating expenditures from all revenue sources less 
transportation expenditures The wealth neutrality statistics were calcu- 
lated from local property values (adjusted to a comparable base except in 
those states as noted) and total per pupil revenues from state and local 
sources In calculating all statistics eacrfdi strict value was weighted by the 
number of pupils in that dfstrict. 

Table 1 

Measures of Equity of State School Finance Systems, 1977 



Expenditure per Pupil inequality Wealth Neutrality 





. Coefficient 
of Variation 


Gini 
Index 


Correlation 
Coefficient 


Simple 
Wealth 
Elasticity 




(x 100) 


(x 1,000) 






Alabama* \ 


12.2 


6.8 


- - 0.58 


0.18 


Alaska « 


23 0 


*10.9 


-0.06 


-0.08 


Arizona* V 


14 0 


* 6.4 


0.50 


0 ti 


Arkansas > 


18.1 * 


10.0 


0.74 


' 0.28 


California 


14.0 


7.1 . 


, 0.63 


018 


Colorado* \ 


17.6 


. 9.4 


0.63 . 


0.31 


Connecticut 


18.6 


10.? 


0.70 


0.39 


Delaware 


22.6 


11.7 


0.57 


0.37 


Florida* 


12 1- 


' 67 


0,51 


- 0 21 


Georgia 


T9.4 


'*10.8 


0.38, 


0.22 



*Ux!al assessed valuation figures tor property wealth; (or all other states the assessed valuation 
'figures are adjusted to a comparable base 
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" , Table 1 


(continued) 






Coefficient 


Gini 




of Variation 


Index 


Correlati 


t 

Hawaii** 




(xi ,000) 


Coefficie 

-X 


Idaho 


147 


» 7.7 


0.42 


Illinois 


- • \ ^ 17.4 


97 


• 0.33 


Inplana 


15*7 


'88 


, 069 * 


Iowa 


73 * 


4.0 _ 


0.47 


Kansas 


144 


74 


0.73 


Kentucky 


, 210 


11 1 


081 


Louisiana , ' 4 


120 


6.8 


-0 03 


Maine 


15.0 


82 


0 37 


Maryland 


14.7 


8.0 


060 


Massachusetts 


i « *24 9 


12 5 


0.24 


Michigan . 


20.5 , 




0.67 


Minnesota 


4 186 1 




0 13 


Mississippi* 


14,6 


r 80 


0.85 


Missouri 


"-23 4 


122 


0.75 


Montana 


N.A 


* NA. 


N A 


Nebraska* 


18.1 


8 7 


0 76 


Nevada . 


7.5 


20 


0 92 


New Hampshire 


13.9 


7.7 


0 61 


New Jersey* 


15 1 


84 


0.55 


New Mexico 


13.2 


,5 9 


0.32 


New York 


19.8 ' * 


10.6 


0.71 


North Carolina* 


12.1 


6.6 


0.50 


North Dakota 


16.2 


8.3 


0.24 


Ohio 


£2.9 


12.8 


0.58 


Oklahoma 


17.2 


79 


0.80 


Oregon* 


11.4 


6.4 


0.38 


Pennsylvania 


20.9 


11.7 


0.65 


Rhode Island 


13.6 


7 7 


0.63 


South CarOHna* 


13.6 


7.4, 


0.60 


South Dakota 


18.0 


9.1 


^ 0.68 


Tennessee* 


22.7 


12.8 


0.42 


N Texas 


18.1 


9.3 


0.64 


Utah* ^ 


9.7 


4 7 


<0 78 


Vermont 


16.5 


9.2 


0.62 


Virginia 


A 24.3 


12.7 


0.72 


' Washington 




10.2 


% 6.40 


Wesrvirginia 


9.7 


55 


0.63 


Wisconsin 


14.4 


r 8.1 ^ 


0.09 


Wyoming* 


15.0 


8.1 


0 81 



. N.A. - Not available 

•Local assessed valuation figures for property wealth 
ures are adjusted to a comparable base. 

* * One statewide school system 



Simple 
Wealth 
Elasticity 

0.14 
0 13 % 
0.28 
0 01 
0.23 
0.28 
0 01 
0 16 
0 18 
0 23 
0.26 
0.19 
0 19 
0.32 
N.A 
0 45 
0.25 
0.37 
0 19 
0 07 
0.33 

0.18 ^ 

0.12 
-0.37 

0.19 

0.17 

0 28 

0.39 
0 41 
0.36 
0.18 
0.17 
0.05 
0 36 
0.43 
0.20 
0.21 
"0.10 
0.20 



for all other states the assessed valuation fig- 
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"In Map 1, the shaded states are those that have the lowest relative 
expenditure disparities; that is, they ranked in the top third of the 
country for each measure of expenditure per pupil equality^The ge- 
ographical pattern to thesa states is striking. Very few states in the 
industrial midwest and northeast are shaded; but nearly all states 
in the southwest are in this category, and many states in the south- 
east are also in this group. Interestingly, many of these are schpol 
finance reform states: Arizona, California, Florida, Iowa, Kansas, 
New Mexico, South Cafolina and Utah. Except for Arizona and 
Kansas, all these reform states also have the common feature of a 
high level foundation programs as the basis of their school finarice 
system. 



Map 1 

States Ranking High on Expenditure Per Pupil Equality 
Gini and Coefficient of Variation 





^ United States, 1977 



Map 2 shows the states that' had the highest relative expenditure' 
disparities^ttiat is, they ranked in the bottom third for each meas- 
ure of expenditure per pupil equality. The geographical distribution 
of thfese states reflects just the opposite of the previous map: most of 
the states with wide disparities in per pupil expenditures are in the 
midwest and northeast while noneisfihe states in the southwest are 
in this category. School finance plans in these states are hard to 
characterize. Some, like Michigan, Missouri and Ohio have large 
guaranteed tax base elements and significant local leeway in their 
systems, which permits variations in expenditure per pupil levels 
Others like Georgia, New York, Pennsylvania and Tennessee have 
low level foundation plans. But Minnesota and Washington have 
high level foundation types of school finance formulas, although in 
Washington the plan was only in its initial year of implementation 
In 1977. By 1080 one would expect Washington to be in the most 
equitable group since it is moving close to a full state assumption 
program. Also it is-surprising to find Minnesota in this category; it 
was in the most equitable category in previous assessments of state 
school finance equity (Odden, Berne and Stiefel, 1979). 

Map 2 

States Ranking Low on Expenditure Per Pupil Equality 
Gini and Coefficient of Variation 
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United States, 1977 



For Map 3, district that ranked in the top third for each measure of 
wealth neutrality ane shaded These are the states with the lowest 
relationshrp between expenditures per pupil and local district prop- 
erty wealth per pupil. It is difficult to,detect a geographical pattern 
to the results. Two states in this category — Maine and Wisconsin — 
>v^ve/unding formulas specifically designed to accomplish this ob- 
jective. Four .states — Arizona, Iowa, Louisiana and New Mexico ^r- 
rank high on both measures of wealth neutrality and on expenditure 
per pupil equality. Tennessee Hffd a high level of expenditure per 
pyipil disparity and also a high level wealth neutrality, which means 
that although expenditures varied they were not related to local 
property wealth per pupil. Only 12 of the 50 states ranked in the top 
third using these two measures of wealth neutrality. 

Map 3 

States Ranking High om Wealth Neutrality 
Correlation and Elasticity 
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United States, 1977 

The shaded states in Map 4 are those that ranked in the bottom 
third on each measure of wealth neutrality. That is, they'were rela- 
tively low in the attainment of fiscal neutrality. There is a slight 
geographical pattern to the results: the shaded states tend to be in 
the middle and eastern part of the country, although the p attern is 
mixed. States not in this category are in the west and the southeast. 

* % 



Those iii the west, particularly the -southwest, may not be m this 
category because they tend to be states with less expenditure per . 
^ pupil variation; the same holds true for many of the southeastern * 
''states It will be interesting to watch the situation of Missouri over 
time. In 1977 Missouri passed a <major school finance reform plan 
and has funded it substantially since then; ft should improve on this 
equity go#l. New York, on the other hand, has infused substantial < 
amounts of new state aid into its system but without changing the 
relative distribution of aid in any fundamental way. It may not im* 
.prove on this equity goaLover time. , 

. Map 4 

States Ranking Low on Wealth Neutrality 
Correlation and Elasticity 





United States, 1977 

In Map 5, states 'that are shaded were relatively the best in achiev- 
ing the dual goals ot expenditure per pupil equality and fiscal neu- 
, trality. These states ranked in the top third" on all four measures^ 
used in thi^study. Only 8 of the 58 states can be classified in this 
way. Uta^New Mexiqo and Iowa We states that modified their 
•school finance systems before 1977. The remaining states, however, 
did not explicitly change their behoof finance systems prior to that . 
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tipie; their success in meeting traditional school finance goals may 
reflect structural characteristics such as a relatively small number 
of school districts or a tradition that stateaid is a high proportion of 
education revenues. In addition, the nature of the statistics ifi such 
that small variations can be important in ranking states but unim- 
portant in an absolute sense. # * 

\ * Map 5 ' 

States Ranking High on Both Expenditure Equality 
and Wealth Neutrality 
Coefficient of Variation and Elasticity 




United States. 1977 




) i* « 

^ Curiousljfymly a very few state&jcanked low on both measures of 
expenditure equality aitd fiscal neutrality.' Of the sevens s^tes in 
this cafcjgory, as shown in M^p 6, three states experienced recent % 
schoeu finance litigation (Ohio, Nfew York and Connecticut) and two 
(Missouri and Virginia) modified theii; systems in the late 1970s.' 
Delaware undertook a study, of its. school finance structure" in 
1979-80 and i$ reviewing plans to change its system. ^ k * 
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Map 6 

States Ranking Low on Both Expenditure Equality 
and Wealth Neutrality 
poefficient of Variation and Elasticity ' 




United States, 1977 



The ranking of states in regard to these equity goals is a useful ac- 
tivity because it enabled policymakers to assess how woli+heir sys- 
tems are achieving objectives, particularly in relationship to other 
'states. However, school* finance activity of the 1970s showed that 
there a're numerous gpak that could be achieved, that more f>reci- 
siopr is needed in measuring achievement, and * that, because of 
peculiarities in each state system, it is difficult to impose simplistic 
solutions on all states. This attempt to rank states has shown how 
difficult it is .to generalize about the impacts of school finance re- 
form. Despite the difficultiesln undertaking this type of analysis, it 
can, combined with other information, lead to improvements in .the 
equity of school finance systems in the states.* 
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State Legislative Agenda for 1981 t - 
in the Fifty States 

* It appears that in*l 981, school finance will continue to receive atteni 
tion in state legislatures. In,six states, studies have been completed 

' during the last few months] a^nd legislative consideration of recom- 
mendations is expected. School finance will receive close scrutiny in 
nine states due to the impacts of tax or expenditure limitations or to 
state revenue problems caused by poor economic conditions. In 14 
states, studies of the school finance system or an important aspect of 
it will be continuing through the coming legislative sessions with 
the possibility of modifications being discussed this year In the re- 
maining 21 states, the school finance system will not be the object of 
major legislative attention although particular p^rts of the system 
are being studied. g 

States Where the Legislature May Consider Changes in the School 
Finance System - " * 

JDuring the last year, study grottps in six states have been reviewing 
their school finance systems. In almost all cases, these study groups • 
have includedlegislative representation. While litigation was the 
primary factor that led to the initiation of studies in two states, in 
the remaining four states the legislature or the state board of edu- 
cation reviewed the school finanqe system on its own initiative. In- 
terestingly, in two of these states, major changes in the school fi- 
nance system had been made in the - 
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In 1979, the Delaware State Board oT^Sd^c^tion created the School 
Finance Study Committee to respond to the recomfnendations of $l 
University of Delaware study of thejschoool finance system* com- 
pleted with the aid of P.L. 93-380, sec. 842 funds, and to assure that 
any new system was compatible with the reorganization of the New 
Castle County School District, a newly-created district comprised of 
11 previously independent districts. In 1981 the legislature will be 
scrutinizing the recommendation <if the Committee, which include 
a proposal to equ alize pro perty asses^hents and a plan to incorpo- 
rate locally-pro\uded funds directly info the state aid system to pro- 
mote greater fiscal equity. The proposed system requires local dis- 
tricts to share in the support of state-mandated teacher salaries 
through a foundation type program while permitting local districts 
to spend a limitedamount above that level for which state aid.would 
be available in proportion to foundation aid. 

During an interim session of the Kansas legislature, it was con- 
cluded th^ a new schtol finance formula was needed to replace the 
reform approach developed in 1973. The plan that has emerged 



would change the general aid formula but would not^ffect categori- 
cal programs. Under the proposed system, every district would have 
a basic budget level and state support .would be provided after de- 
ducting local receipts from a uniform property .tax levy'the amount 
of income tax revenue returned to districts by the state, and P.L. 874 
revenues »While the state would,permit annual increases of seven 
percent in basic budgets, districts wouid be able to exceed that limit 
through a school board v<5t£. State aid would be provided for the 
basic budget and, after a oi\e-year delay; for the amount that ex- 
ceeds the basic budget. v 

Dtiring the last year, Mississippi, ha* been examining the organiza- 
tion and financing of education through the Special Committee on 
School Finance and Administration. The state's Foundation Pro- 
gram, designed in 1953, has ir%reased in magnitude while the local 
share of its funding has remained constant over time. The Commit- 
tee has advocated the use of property valuation, rather than a 
multivariablS economic index, once property assessments^ are 
equalized in 1983. The legislature will be reviewing simulations of 
the impacts of alternative state aid systems this year. 

A School Finance Study Group appointed by the State Board of Edu- 
cation and includirfg membership from the legislature studied the 
impacts of the 1977 Missouri schoolTinance reform, a two-tiered^ys- 
tem with t an income factor, ajfcH^ached the following conclusions. 
(1) the formula has* had the intended impacts by reducing property 
wealth and income related expenditure per pupil disparities each 
ye^r since 1977; (2) assessment-ratios used to adjust assessed valua- 
tions to a common level have improved and now are relatively accu- 
rate; (3) tax burden shifts from commercial industrial and utility 
properties Presidential properties are likely to occur with reas- 
sessment of property; and (4) all district budgets have been 
squeezed by high inflation.. The legislature will consider the Com- 
mittee's recommendations to Q) increase the sales tax, the receipts 
from which are to be used both for a property tax rate rollback and 
for distribution to local school districts; (2) adopt a district cost T pf- 
education index; and (3) uie a three-year average pupil coijnt for 
declining enrollment district*. 

In 1978, New York's school finance system was declared uncon- 
stitutional by a lower court. While the caseMs on appeal to higher 
level courts in the state, a task force on school finance was estab- 
lished by the Governor and the State Board of Regents. In* 197ft 
numerous research'activities were undertaken by the task force to 
review the status and impacts of the school finance system. The task 
force has paid particular attention to' the role of income and the 
composition of the property tax base, developed regional indices to 



reflect education price variat^ns, and reviewed the interaction be- 
tweeji municipal finance and school finance to deal with questions 
raised in the litigation about "municipal Overburden." In 1980 the 
.task 'force examined numerous alternative finance'^ystems using a 
computer-based simulation. Two interim reports have been issued' 
by the task force and it is^ljf^Jy that the legislature will begin to 
grapple with the myriad issues and recommendations of the task 
force if the lower court's decision is upheld in a decision expected 
within six* months. 

In January 1980, Wyoming's school finance system was declared yn- 
cbnstitutional by the state s supreme court. The court gave the legis- 
lature*until July 1983 to implement a new state aid system The , 
legislature appointed a 10-member Select committee on School Fi- 
ijpnce, the mprnbers of which are all legislators, and an advisory 
panel of educators and lay members. Among other questions undei; , 
discussion were whether -mmerals and other types of nonresidential \ 
property should- be taxed by the state, wfcfether the state aicl .system^; 
shorfld include a recapture provision, whether mechanisms citf- 
rently used to recognize the legitimate expenditures of sparse school 
districts should be modified, whether a cost-of-education f index 
should be included in the state aid - system, and whether a pupil- 
weighted approach should be used tp reflect the costs associated 
wit;h special educationalprograrjis. Given the Gourt mandate, school 
finance is*lik H ely to be the major topic o^debate in the two-month 
legislative session. ^ 1 



States Where Education Expenditures are Threatened by Revenue 
Problems * 

In a number of states, tax and expenditure limitations or the availa- 
bility of state revenues have placed sevfcre constraints on school dis- 
tricts. This is likely to raise questions about the school finance sys- 
tem, the level pf state support for education, and the. state /local ta- 
xation system. The states facing tins problem are evenly split be- * 
tween ones that h^d^nvjcrgnn^Hrform in "the^970s arid ones that t 
had not. \r 

In Alabama, where state aid provides a high proportiorf of school 
revenues but where projections indicate a slowing of revenues to the 
state, the legislature will be examining methods to equitably shift a 
larger^ proportion of education spending^ local school districts 
through an increase in property taxation. 

This is the first year since passage of Proposition 13 tftat California 
is not projected to produce a large amount of surplus revenues. Loc&l 
.governments can no longer depend on state aid, distributed through 
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thepost-Proposition 13 bailout mechanisms, to compensate for rev- * 
enue losses associated with significantly-reduced property tax 
levies The meyor concern for most school districts is how to preserve 
current service levels in light of inflation and limited increases in 
state qid for education. Due to this fiscal dilemipa, proposals have 
been discussed to shift some categorical funds to general aid, allow- 
ing for greater flexibility at the district level in the allocation of 
- ' resources. The possibility exists thatfche Serrand case will be 
reopened Plaintiffs have petitioned the state supreme court to find 
California's current school funding system not in compliance with 
the 1976 Serrano judgment. The petition calls on the legislature to 
eliminate existing spending disparities among the state's school dis- 
tricts during the 1981 legislative session. 

In 1978, Proposition 1, modeled on California's Proposition 13, 
passed in Idaho. Since Proposition 1 was statutory, however, the 
•legislature was able to delay its impact. While the state has not had 
a revenue surplus to use in ^placing lost local property tax receipts, 
it has cushioned the fiscal impacts by providing some additional * 
state support at the expense of other state programs. The real im- 
• pact of Proposition 1 will be felt in late 1981. The legislature will be 
examining the impacts of mandated property reappraisal and 
across-the-board reductions in budget increases. 

Iowa has been forced to reduce all state support by 4.6 percent this 
year. Given the reduced availability of state aid and the growing 
need to provide more funds for vocational education, the legislature 
may review the school finance system in this session. 

\yKentucky y state school officials foresee debate in the legislature 
dver H.B. 44, enacted in 1976, which placed a ceiling on local prop- 
erty tax revenues. Specifically, this law limits increases jn tax reve- 
nues to 4 percent e^ch year making it difficult for local school dis- 
trict revenues to keep pace with inflation. Currently, the state's 
' minimum foundation program does not compensate for these in- 
flationary pressures. 

Major tax reform is the issue that promises to have the most Sig- 
nificant impact on school finance in Massachusetts. In November 
1980, voters approved a tax limitation measure that limits the prop- , 
erty tax to 2Vfe percent of assessed valuation (it has averaged almost 
4 percent across the state). Whil^yj^japact of this limitation will 
vary across^choaLdi$tricts r some districts are expected to lose sub- 
stantial revenues, particularly large' urban districts. While state 
policymakers are satisfied with the present school funding formula, 
revised in 1978, the state's goal for funding elementary and second- 
ary education is to share in 50 percent of the total costs. The latest 
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estimates suggest that nearly $460 million v»ld be oeeded-te meet 
this goal. ' " v " » A 

Michigan is facing the- most severe decline in state revenues of the 
50 states. The^ state has reduced aid for education by 1 1 .4 percent by 
elinunatingiJoth special aid for districts with declining enrollments 
and all state support for capital outlay and by reducing funding for 
all other categorical programs to 70 percent of their 1979-80 levels 
While no changes are expected in the funding formula, the legisla- 
ture will likely be examining the state's re^fenue generation system 
as well as all state aid systems. ' 

The major school finance issue in Ohio foi The ensuing biennium 
will be how to maintain the current leveM$$chool district education 
programs in the context of severe bQ^t constraints State aid 
available to school districts was reduced by 3.6 percent for FY 81 
and low revenue estimates have forced the state to enact temporary 
legislation that increases a series of state taxes in order to offset a 
projected budget deficit of nearly $500 million. A restructuring of 
£he school aid fQrmula might also occur during the biennium, since 
over two thirds of the state's school districts no longer receive aid 
according to its guaranteed yield program An issue of particular 
importance is new sources of revenue to local school districts beyond 
property taxation. 

In Oregon, projections of state revenue for FY 81 are low. The legis- 
lature is likely to examine changes in the school aid formula to as-* 
sure that*revenue for schools is reduced in proportion to the loss 
projected for other state agenctes^ta^e support under the basic aid 
program is expected to be protected, while other state aids may be 
significantly reduced. A primary concern, however, is that the level 
of eq^Bization achieved by the current system not be reduced. 

States Where Studies of the School Finance System are Under Way 
or May Be Initiated 

Eleven states are in the midst of studying their schcjpi finance sys- 
tems or are anticipating major studies. An additional three states 
face the possibility of litigation that may- require a-legislative re- 
view of the school finance system. Some of these states are expected 
to Tine-tune" reforms enacted in the 1970s. 

Arizona passed new school finance legislation in 1980 and will 
monitor its new system. The new school finance law will substan- 
tially increase the state's role in financing education while also re- 
ducing the refiance of local school districts on the property tax. The 
'most significant feature of the new funding formula is that school 
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districts will now receive a block grant from the state for all 
categories of aid rather than separate aid amounts for specific edu- 
cation programs. While the calcination of the total amount of state aid 
will be made on a categorical basis, i.e., equalization, handicapped, 
bilingual and gifted, the individual amounts will be summed and 
allocated as a block grant. All current requirements for maintaining 
prograirfs for the handicapped, bilingual and gifted student, 
moreover, will be maintained. State aid for capital construction has 
also been placed on an equalized basis. A part of the tax reform 
package that directly^affects the new school finance legislation is 
an integrated system of property, tax limitations intended to reduce 
the budget requirements of local governments in future years, lead- 
ing to reductions in the property tax rates that these jurisdictions 
impose. This, in conjunction with the increased level of state support 
for education, should help to equalize the tax rates levied .across 
school districts in the state. 

South Carolina is in the third year of a five-year phase-in of its new 
school finance system. The legislature will be reviewing anticipated 
allocations and implementation procedures. It also will be analyzing 
the weights used s to direct support to different categories of students^ 
State aid for capital outlay will also be the subject of study. y 

In 1977 South Dakota passed a new school finance law that included 
a ^pu^il weighted system as part of a foundation program with an 
dualized second tier. Implementation of the new law was put off 
until July 1982. A current task force that has studied the actual 
formula in comparison to the proposed formula will be recommend- 
ing that the new formula be repealed but that its best features be 
added to the current formula, which provides for a foundation pro- 
gram based on classroom units (CRU) rather than pupil units. 

Washington's school finance systeA, changed in 1977,- will be the 
subject of legislative review this year. The primary target will be 
teacher salary schedules. Under the formula, the state provides aid 
for all basic education expenditures and districts are severely lim* 
ited in the amounts* they can provide beyond that level. However, 
because the state aid system is driven by numbers of teachers and 
their salary levels, variations among districts have persisted due to 
differences in local salary schedules. Since established guidelines 
* ,have not proven effective, the legislature may .consider the use of a 
statewide salary schedule or a system of limiting increases in locally 
set salary levels when salaries exceed the statewide median level. 

Three issues are likely to receive attention during the 1981 legisla- 
tive session in Wisconsin. Of primary corfcern will be the issue of 
increased funding under the^general schcfol aid formula. Thi§ will 
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undoubtedly be the subject of considerable debate since the state 
does not expect revenues to increase substantially over the previous 
fiscal year. 

In both Florida and Maryland,, studies are under way to determine 
relative price variations among school districts in order to permit 
the state to distribute aid in a way that is sensitive to such differ- 
entials It is unlikely that either state will consider statutory 
changes in 1981 but the groundworl^tor legislative action in 1982 
will be laid., A 

Minnesota and Oklahoma are in the midst of broad studies of their 
school finance systems while Nevada is expected to initiate such a 
study tffis year. In Minnesota, a Governor's Ta$k Force on Educa- 
tion and a senate initiated study are being completed. The senate 
study is analyzing the issue of program/versus pupil based funding. 
The Governor's Task Force is dealing with a number of issues, in- 
cluding: (Da cost-of-education index; (2) program versus student 
based funding; (3) the state/local,funding mix and a possible need to 
increase the local role; and (4) the state role in funding teacher 
salaries, especially relative to a merit incentive. The creation of a 
standing legislative committee on school finance to insure, a dis- 
cussion of the relationship between education finance ancKax poli- 
cies is being discussed. In Oklahoma a legislative commission, the 
Citizens Commission on Education, began its study of schopl finance 
and the-future of education in 1980; it will continue its wVrk for the 
next year, after which its recommendations will be presented to the 
legislature. Legislation ^as been introduced in Nevada that would 
ca|l on the Governor to appoint a blue ribbon study committee ,to 
assess the school finance formula with a special focus on the needs of 
sTnall schools. *" 

Indiana is considering providing additional state aid beyond foun- 
dation formula support. Under the current system, variations ir) 
revenues and district tax rates persist. The legislature would like to 
assure that additional support is distributed to districts most in 
need and a second tier power equalization system is being discussed. 

In Colorado, Connecticut and New Jersey, school finance modifica- 
tions made in the 1970s are likely to be reviewed by the legislature 
over the next two years. Colorado is awaiting the decision of its su- 
preme court in the Lujan case. While jio legislative action funda- 
mentally altering the current Jformula is anticipated until a decision 
is reached, the coui^t could issue its opinion in the next few months. A 
Connecticut is considering the, elimination of minimum aid provi- 
sions and increases in formula support levels. There is speculation 
that litigation will be initiated^eeking more appropriate considera- . 
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tion of the needs of urban school districts. There has been discussion 
of litigation in New Jersey also. In that state, the interaction be- 
tween the new school finance system and the state's system of cap- 
ping the expenditure increases of jurisdictions is receiving atten- 
tion A joint Committee on the Public Schools ha^recently reported 
that although spending levels in low wealth school districts have 
risen substantially over the five-year period since the last school 
finance reform, the trend toward^qualization in both per pupil ex- 
penditures and school property *a*«4tes has almost stopped! It has 
been recommended that 1 ^ slow-growth adjustment factor be incor- 
porated into the existing formula to aid districts where property 
valuations are increasing at less than the state averagegrowth rate. 

States Where There Is Likely Not to Be Major Legislative Activity 

In the remaining states, school finance is not expected to be& major 
issue. Nonetheless, some attention will be paid to aspects of the 
School finance system, including: (1) maintaining or increasing the 
level of state support; (2) improving teacher salaryJevels; (3) reduc- 
ing pupil-teacher ratios; (4) providing support for the capital outlay 
expenditures of school districts; and (5) reviewing the, status of non- 
public education. Following is a brief description of the issues in 
these states. 

Alaska will be considering the level of aid needed to operate*low 
incidence, high cost special education programs. 

.. . . ; 

Arkansas is facing a slower economy and a possible decline in state 
revenues. No action is expected until the outcotne of Alma School 
District No. 30 et al v. Dupree is known. This case, which "was orig- 
inally filed in 1977, is currently being tried. 

In Georgia, the issue is £eachers' salaries. A study of the current 
fevel has estimated that $150 million would be required to increase 
salary levels to .adequate levels. A January 1981 lower court deci- 
sion in Thomas V. Stewart declared the school finance system un- 
constitutional. 



A state surplus exists in Hawaii and that state will face the envi- 
ou^ task of using those funds. Likely recipients of increased fund- 
ing in the education arena are special education and bilingual edu- * 
V « 4^ tion. 

Illinois modified the school finance structure last year, removing the 
"resource equalizer" component of its formula. This year, funding 
— * - levels will-re€eiveaUention<4tis likely that the4)epa*teient^>f Edu- 
cation will initiate a school finance study to examine the state's \ 
pupil weights, to consider the use of price indices, and to review the 
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adequacy of the system. ^ 

Louisiana Is e:$^mining a reduction in pupil-teacher ratios and is 
seekmg aid to fund a 'professional improvement program, 

• * 

In Mairxe an issue is the organization of school districts. A number 
of communities in which schools are to be closed have discussed the 
possibility of removing themselves from larger school districts. The 
regional organization of secondary leyel vocational schools is allso 
being scrutinized since many regions have had difficulty in obtain- 
ing voter approval of proposed budgets. 

- \ . . 

• Montana is likely to be reviewing its foundation program; although 
with a new governor and a new chief state school officer, it is not 
clear what the major issues will be. 

Categorical program funding will be receiving attention in Ne- 
braska this year: It has been proposed that the funding of voca- 
tional education prpgrams be incorporated into the foundation pro- 
gram and that the state provide aid for Indian schools. \ 

• • • \ 

New Hampshire is considering requiring kindergarten to be pro- 1 
videS by local school districts. Education of the handicapped is also 
receiving attention. 

New Mexico is satisfied with its pupil-weighted formula, although 
there is continuous study of the weights used in the formula. Of 
some concern is support for small schools and a need for more funds 
in light of projected population growth. Merit pay for teachers is a 
recurrent topic that has implications in terms of school finance. 

A reduction in pupil-teacher ratio^ is being examined in North 
Carolina. Tuition tax credits may also be reviewed by the legisla- 
ture. 

A dumber of organizations supporting education formed a coalition 
in North Dakota' and successfully sujJportectVa 'citizen initiative to 
provide a 6Yt percent oil extraction tax. The revenue from this tax 
is earmarked primarily for tax relief and increased funding for 
schools. Forty-five percent of the mqpey collected will go to a foun- 
dation program for school finance. «The 1981 legislature will im- 
plement thi? law. 1 

In Pennsylvania the m^j^r concern is reducing the reliance of local 
school districts on property tax cevenues. A Governor's task force 
has recommended that property take$ be reduced to provide 50 per- 
cent of all locally-generated funds. To replace lost property taxes, it 
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has been pressed that local districts be authorized to tax personal 
income. ^ j 

In Texas,- teacher salaries will receive legislative attention. In- 
• * creased funding of the second tier of the state aid formula has been 
proposed. Property tax, relief continues to be of interest and rede- 
fining the required local tax effort under the Minimum Foundation 
Program will be reviewed. 

State aid for capita^ outlay remains an important topic in Utah 
where population increases have pressured local distgrtcts to expand 
• their physical plants. " • H 

In Virginia the legislature will be reviewing teacher salary levels. 
There may also be legislation concernfti^ the registration of non- 
public schools. Jjj^* ' v 

West Virginia has been Examining the equity of its school finance 
system. It is anticipated that the Pauley v. Kelly court case, origi- 
nally brought in 1975, will be tried in 1981. That case hinges on 
the definition of a "thorough *ind efficient" education system, as 
required*by the state education clause. 

Changes in.the school finance system are not expected in Rhode 
Island, Tennessee or Vermont this year. 
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II. fiscal, Demographic and Public 
Opinion Trends 

This section of the booklet reviews three general topics associated 
with school financing that are of concern to policymakefs across the 
50 states. Part one covers the general 'fiscal condition of public 
schools, noting especially the degree to which* school funding is 
keeping pace with inflation. Part two summarizes Changing public 
opinion on schools and taxes. The final part revieyvs in brief, demo- 
graphic and enrollment trends. . 

* 

. School Finance: The Fiscal Condition, 1980 

Schools did well financially in'the 1970s. Although schools were hit 
by inflation and demands to provide^additional services, the fiscal 
base ufidergirdirtg public elemen^y and seconda^ schools grew 
substantially. In 1969, approxinfately $35 billion from local, state 
and federal sources were available for school purposes; by 1979 that 
had increased by $52 million to a total of $$7 billion. In i*eafterm£, 
revenues for schools increased by 26 perqertt ovter this time peHod. 
Iii per pupil terms the fiscaj progress was even greater. In 1969 cur- 
rent operating expenditures per pupil were $657; by 1979 that fig- 
ure had grown to $1,798, a nominal percentage increase of nearly 
175 percent, and, a Veal percentage rise of nearly 40 percent. These 
figures indicate that the re venues available for public schools rose 
dramatically in the past decade (Odden and Augenblick, 1980, pp. 
24-25). ' 

Given this growth of the fiscal base for schools; the current national, 
mood for curtailing growth of government at all levels; demands for 
increased government services for defense, energy, transportation » 
and the elderly; and the continue pressure on both government and 
individual budgets catted by higK inflation: it wfll be a difficult task 
fof education to match the fiscal gains of the 1970s in the decade of 
the 1980s. Table 2 provides Some information on the difficulty of this 
task in the first year of this decade. The second columri' in this table, 
shows that .total expenditures for public elementary and secondary 
schools are continuing to grow: in the 1980 school year, public edu- 
cation will spend about $6.2 billion more than in the 1979 school 
year. v. . ™ » 
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But the information in columns 3 ancl 4 of this table show* that ex- 
penditures for elementary and secondary schools are falling as a 

" * 28 34 ' ■ ' ■ 



percent of both the country's gross nationSl product iGNP) and its 
total personal income. While the declines are not precipitous, the 
changes nevertheless show that a smaller proportion of tlje nation's* 
total econgmic activity is being devoted to public schools. Although 
there are many potential reasons for tlKs drop (some would argue 



Table 2' - t j 

Total .Elementary/ Secoiylary 
, Public School Expenditures; -Selected Years 

l\v 0 (Amounts in Billions)*" " r 

School Year Total Tbtal Expenditures as Percent of:" 

Ending in: Expenditures GNP"* Personal Income - ** 

1969 $35^ 3.80 4 7 

1979 dT^ ' 372 4 6 

1980 92^ # 3 68 4 5 ■ 

•National Education Association, Estimates o^School Statistics, 1978-79 Washinqton DC NEA 
1980/p 21 * 

"National Education Association, Estimates of School Statistics, 1979-80 Washinqton, D C NEA 
1979, p 20 6 & i * ' 

"*As of Second Quarter, seasonally adjusted, Survey of Current Business, July 1980 

that declining enrollments should produce a drop), the point is that, 
compared to the 1970s when resources cjevoted to elementary" and 
secondary education maintained a constant percent of GNP and per- 
sonal income, in the first School year of the 1980s elementary/ 
secondary ^ducatnon received a somewhat smaller share. 

Table 3 shows another aspect of the fiscal decline for public 
elementary/secondary schools. These cjata show that indeed, as pre-° 
dieted by many, revenues for public schools decreased in real terms 
in 1980, as compared .to 1979. While total funds for schools rose at 
all three levels of government, wheft the figures axe compared to 
1979 in real terns, i.e., adjusted for inflation, the resources made 
available/or schools fell at all thre§ le^ls of government. In^ollar 
terms, school revenues rose $6.2 biUion in/nominal terms, but fell 
$4.5 billion in real terms. These .figures me'an that in the 1980 
school year "there were'fewer real resources available to teach stu- 
dents attending public schqplsjhan in the preceding year. 

j, c fl 

This drop in real resources, moreover, cannot be rationalized on the . 
basis of declining enrollments. On a ]5er pupil basis, as shown in 
Tftble 4, a drop in real resources also occurred: Expenditures per 
pupil increased 9.3 percentage points in nominal terms,*but dropped 



Table 3 

Sources of Revenue, Selected Years 
(Amounts In Billions) 

[ School Year Endi ng: 



Change: 1979 to 1980 



o 

Sources 

Local 
State 
Federal 
Total 

i 

Local 
State 
Federal 



1979 

$38.1 
41 1 
82 
$87 4 



1980 

Nominal 

$39 9 
45 f 
87 . 
$93.7 



Real* 

$35.3 
39.9 
77 
$82.9 



Nominal 

+ $1.8 
' + 4.0 
+ 05 
+$6.3 




Amount as a Percent of Total 

0 

43.6 42 5 , - 1.1 

47.1 48.1 - +1-1.0 

9 3 9.3 



•Juty 1979 CPI » 218.9; July 1980 CPI = 247.8; 1967 = Base Year. 

Source: National Education Association, Estimates of School Statistics, 1979-80 Washington, D.C 
NEA. 1960. p 19. 

3.2 percent in real terms * fahile the drop in real resources on a per 
pupil basis is somewhat less than the overall drop, perhaps reflect- 
ing the decline in the total number of students, in both instances the 
data are quite clear: in 1980 real resources for public elementary 
and secondary schools declined. Compared to the rise in educational 
resources in the 1970s of 25 percent on a total basis and 40 percent 
on a per pupil basis, this drop in real resources in the first school 
year of the 1980s is an ominous beginning for the decade. 

The data at the bottom of Tatlle 3, though, show that a different 
trend of the 1970s, related to the sources jof revenues for schools, has 
continued into the 1980s. In the past decade, a substantial shift 
Occurred in the sources of* revenues for schools. While the federal 
percentage role remained about the same, the state financial role 
increased consistency and the local financial rele decreased. In 
comparing data for 1930 to that of X979 data, shifting in the sources 
of school revenues continues. State revenues increased from 47.1 
percent in 1979 to 40.1 percent in 1980, while local revenues de- 
clined from 43.6 percent in 1979 to 42.5 percent in 1980; federal 
revenues, as a percent of total revenues, remained the same. Thus 
the shift away from regressive and unpopular local property taxes 
towards more progressive animore popular state sales and income^ 
taxes continues, as the 1980s begin. 

_*lt would bejnteresting to analyze the elements of expenditures per pupil 
both that increased in the 1970s and that now are decreasing in real terms. 
To what degree were faced costs versus programs and services the expand- 
ing items last decade? What items will be reduced when real resources drop? 



Table 4 



' Current Expenditures per Pupil 

School Year Amou nt, Percent Change from 1979 

Ending In: Nominal Real* * Nominal * R^al 

.1969 $ 657 £*.A. N.A ^ N.A. 

1979 ' 1,831' ' $1,831 N.A. A. 

1980 2,002 - 1,772 ' +9.3 -3.2 



N A »Not applicable 
•July 1979 dollars 



1 



Source National Education Association, Estimates of School Statistics, 1979-1980 Washington, 
DC NEA,l980,p 22, Estimates of School Statistics, 1978-79 Washington, D C NEA; 1979, p 25 



It probably would be unrealistic, though, to assume the state role 
will continue to rise throughout the 1980s while the local role de- 
clines. Indeed, there is evidence in many states, even those that 
enacted reforms, that the rise in the state role is slowing and that 
interest in increasing local sources of revenue is growing. The 1980s 
may see the state role in providing revenues for elementary and 
secondary schools hit the 50 percent level but it may not go much 
above that level. 

^Though overall financial resources for schools dropped between the 
197SI and 1980 school year, the pupil-staff ratio also dropped slightly 

JTable 5) which means that in 1980 there were slightly more educa- 
tion personnel* available to teaQh public school youngsters than in 
1979. Thus, one could argue that, in people terms, real .resources in 
the nation's schools may not have decreased in 1980, and may actu- 
ally have risen. Indeed, as the data in Table 5 show, there has been a 
continual decline in tfre pupil-staff ratio since 1969 and this trend is* 
maintained by the 1*980 data. Even though the decline between 1979 
and 1980 is slight, if one assumes that the remaining staff have 
more years of experience and that more experience leads to greater 
quality, the sr/iall decrease in staffing ratios might represent a 
greater increase in resources in people terms. - 

Nevertheless, all these data show that it is doubtful triat the fiscal 
success story of the 1970s will be repeated in the early years of the , 
1980s. Compared to the previous decade, resources for public 
elementary &nd secondary, schools represent a lesser percentage of 
GNP anApersonal income in 1980, there has been a decline in over- 
all revenues for school in real terms, and even in per ptfpil terms 
expenditures have decreased in real dollars. Only with respect to 
pupil-staff ratios is the first school year in the 1980s about on par 
with the last schogl year in the 1970s. 

- 3i 



Table 5 

Students, Staff and Pupil-Staff Ratios 



School ; 
Ending 




Total 

Pupils in Average Instructional 
Daily Membership Staff 



Pupil-Staff 
Ratio 



1969 
1979 
1980 



44,341,836 
41,988,127 
41,101,222 
' -786,905 



2,158713 
1,496.896 
2,485,042 
- 1 1 ,854 



20 54 
16 82 
16.54 
-0 23 



Change 79-80 



Source National Education Association, Estimates of Sc/too/ Statistics, 1979-80 Washington, D C 
NEA, 1980, pp 11. 13 



As just discussed, schopls did well fiscally in the previous decade but 
have begun the 1980s by losing ground. Orj the other hand, during 
the previous decade public opinion about schools consistently de- 
clined as did the number of students. As the 1980s begin, these de- 
clining trends seem tb~be tapering off; indeed, the qualitybf the na- ( 
tion's schools may be increasing in the public's eye and enrollments 
may begin to rise in another five years. 



As shown in Table 6, the percentage of the public giving the schools 
a grading of A or B declined steadily throughout the previous dec- 
Vie. Those giving an *A dropped from 18 percent in 1974 to just 8 
percent in 1979, while those giving a B dropped from 30 percent in 
1974 to just 26 percent in 1979. Literally'hundreds of articles and 
reports were written in the last half of the 1970s on the precipitous 
drop in the public"t>pinion of the nation's public elementary and sec- 
ondary schools. 

This public dissatisfaction with schools, though, was part of a drop 
in public opinion of nearly all the country's public and private in- 
stitutions. The country experienced major social and economic 
changes in the 1970s, including both high inflation and unemploy- 
ment These changes strained the social structure of the nation and 
its institutions, including the schools. One objective of educators in 
the 1980s will be to restore public confidence in the country's 
schools. ^ n 

The results from the May 1980 poll of public opinion about ^educa- 
tion indicate that this restoration may be starting. While only 8 per- 
cent of those polled graded the schools an A in 1979, the figure nbt 
only did not continue to drop in 1980 but also actually increased to 
10 percent, above the level for both 1978 and 1979. 
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Table 6 



U.S. Public Ratings of School Performance 1 



Percent of Those Polled . f 



Grade 


1974 
ff 


1975 / 


^1976 

9 


1977 


1978 


1979 


1980 


A ' 


ia 


13 U 


13 


11 


9 


d 


10 


B 


30 


30 


29 


26 


27 


* 26 


25 


C 


21 


28 


28 


28 


30 


30 


29 


D- 


6 


9 


10 


11 


11 


11 


12 


F 


5' 


7 


6 


5 


* 8 


7 


6 



Source Phi Delta Kappan, September 1980 



Furthermore, in combining the results for those giving either an A 
v or B grade, 35 percent gave one or the other grade in 1980 compared 
to just 34 percent in the 1979 poll. While ^me-year result does not 
indicate a long term trend? the latest result^do show that the long 
term decline has halted and suggest that public opinion may be on 
the rise again. If, indeed, it will be difficult to maintain the real 
level of resources for schools in the 1980s, the task would be helped 
substantially by a public opinion that schools are doing an increas- 
ingly better job. This is particularIy^Ttm4Q3 ^^ud * lim Ih e Uu- 
mographic characteristics of the country are changing. The propor- 
tion of voters or taxpayers with children is declining; it will be in- 
creasingly important for education to be supported by a publfc which 
will have less direct contact with the education enterprise. 

Even though the trend^n the 1970s was for schools to be held in 
lower and lower public esteem, other results of public opinion 
showed — and continue to show — that schools are one of the high- 
est\ rated institutions in this country. Indeed, all institutions and 
government services lo$t some ground in the 1970s. Yet as the in- 
formation in Table 7 shows, schools are still a highly rated institu- 
tion. Public confidence in schools, as of May 1980, was exceeded only 
by that for churches. And the percentage of those with el "great deal" 
of confidence in schookj^s considerably greater than those with 
confidence in the courts or local governments. One irony of these 
results is that schools, really are an entity of local government in 
thiscountry. Yet the public opinion of the schools as an institution is 
greater than that of local government in general, $nd also fcbove 
that for both state and federal governments. 
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Table 7 



How Much Confidence Do You Have in These 
American Institutions to Serve the Public's NeedJP 

" Percent of U.S t Public, Mfty 1980 





Great 


Fair 


Very 








Deal 


Amount 


Little 


Norte 


. Undecided 


^he Church 


42 


40 


15 . 


2 


1 


The Public Schools 


28 


46 


20 


3 


3 


The Courts 


19* 


45 * 


28 


5 


3 


Local Government 


iV 


51 




4 


3 


State Government 


17 


* 52 


24 


4 


-3 


National Government t 


•14 


- 47, 


31 


5 


3 


Labor Unions 


17 


38 


30 


9^ 


6 


Big Business . 


13 


42 


36 


5 


*4 



Source. Phi Delta Kapgan, September 19807 p 35 ' ! 

Moreover, when asked which budget functions should be curtailed 
the most severely if local budgets have to be trimmed, the publfc 
still places school! among the set of protected services along with 
'police, fire and aid to* the needy. Less than 3 percent of the public 
would cut these activities (Table §). These nationwide resultsT are 
consistent with polls conducted in individual states asking the 
same, or very nearly the same, question (Palaich, Kloss and' Wil- 
liams, 1980). Despite public opinion of schools in general ancf despite 
piyic revolt over the level of taxes* yery few people favor cuts in the 
budgets of public schools, or for police, fire and sanitation services. 

Table 8 



Supposing the Budgets of Your State and 
Local Government Have to be Curtailed, 
Which of These Parts Would You Limit the Most 

U.S. Public, May 

Public Safety 

— — -Rrer^oHcer^ftmtnal Justice- - - 

Public Schools, K* 12- 
Aid to the Needy 

Streets and Highways " ' 

Tax Supported Colleges and Universities 
Parks and Recreation 
Don't Know 

% 

/ ^ Source: Advisory Commission on Intergovernmental Relations, 7980 - 
Government and Taxes, Washington. DC: ACIR, 1980, p. 5. 




• Changing Pubic Attitudes on 
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If budgets must be trimmed significantly at the ifcal level, however, 
it seems likely that the education budget would be affected. Even if 
expenditures were reduced to zero for recreation and parks, the 
faflctjpn usually targeted as that to cut total budgets would drop 
only a slight amount since that function does not constitute a large 
, portion of the budget. If cute are necessary, the big budget items will 
have to tie affected, including education. 

In relating these opinions on services' in general to the level of gov- 
ernment which might provide the services, there has been some 
change over the past 10 years which has some implications for 
school financing (Table 9). When asked which level of government 
provides the "most for th^money," public opinion has changed be- 
• tween 1972 and 1980. While the majority still select the federal gov- 
ernment, the percentage has declined from 39 percent in 1972 to just 
33 percent in 1980. 

While the percentage of those selecting the bear government has 
remained constant at about one quarter of the population,' the per- 
centage choosing the state government has consistently risen, Yrom 
just 18 percent in 1972 to 22 percent 1980. Since, as noted previ- 
ously, it is the state from Which the bulk of increased revenues for ' 
schools has come in the 1970s and likely will coipe in the 1980s, this 
increase in public opinion on the "rrtoney wbrthir^gs^of state gov- 
ernment augers well. As the states continue to take a greater role in 

the provision of many fun ctions in the ,i980s it can be hoped that 

, CEisTEigh public opinion on the efficacy of state government services 
will persist. 



Table 9 

From Which Level of Government N 
Do You Feel You Get the Most v 
For Your Money — Federal, State or Local? 

Pej^ent of U.S. Public 





Federal 


- State 


Local 


Don't Know 


May 1980 ' 


33 


22 


26 


19 


May 1975 


38 


20 


25 


17 


March 1972 


39 


18 


26 


17 



Source* Advisory Commission on Intergovernmental Relations, 1980 — Changing Pubkc Attitudes on 
Government and Taxes, Washington, D.C : AClR, 1980, p. 2. 
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The increase in the public opinion of the state role also may be as- 
sisted by the public's opinion about taxation as shown in Table 10. 
Over the years, state taxes have been considered the least fair by the 
Smallest proportion of the U.S. public. On the other hand, federal 
taxes, which were considered quite fair in 1972, are considered the 
least fair by the largest portion — fiilly 36 percent — of thfse polled 
in 1980. This rise in disenchantment with federal taxes combined 
with the decline in those believing the federal government gives 
them the most services for the taxes paid, suggests that it will be 
difficult for federal services and tax resources to expand in the next 
decade as they have in the past decade. Given the increased de- 
mands for federal involvement in defense, energy, transportation 
and services for the elderly, this might imply that it will be ex- 
tremely difficult to expand the federal role in education in the near 
future. * 
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Table 10 

Which Do You Think Is the Worst Tax 
That Is, the Least Fair? 

Percent of U.S. Public 



* 


Federal 
Income 
Tax 


State * 
Income 
Tax 


State 
Sales 
Tax 


Locate ' 
Property 
' Tax 


Don't 
Know 


May 1980 


36 


10 


19 


25 


10 


May 1975 


28 


11 


23 


29 


10 


March 1972 


19 


v13 


13 


45 


11 



Source Advisory Commission on Intergovernmental Relations, 7980 — Changing PubKc Attitudes on 
Government and Taxes, Washington, D C : ACIR, 1980, p 1. 




On the other hand, the popularity of state taxes, together with the 
dramatic decline in those considering the property tax the least fair 
tax (from 45 percent in 1972 to just 25 percent in 1980), provides 
some basis of optimism for the maintenance of a strong state and 
local role in financing public schools. As the local property tax has 
declined over the past 10 years aS a fiscal resource for schools, the 
public opinion of the fairness of the.'tax-has increased. And as the 
state financial role for schools has risen, the public's opinion of the 
fairness of state taxes has remained about' constant, with very few 
people considering either state sales of income taxes the worst. Al- 
though public opinion clearly can change quickly, the shifts in the 
financial base for public elementary and secondary schools at least 
seems to be on a consistent track with public opinion on the equitj^f 
taxes and which level of government provides the rhost cost effective 
services. 
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Demographic Trends 



The U.S. Census Bureau has not updated its 1977 projections that 
the school age population — those 5-17 year old — will decline at 
least until 1985 but will begin tp risfby the end of the decade (see 
Odden and Augenblick, 1980 for a summary of the Census proj- 
ections). Schools, however, must also look at the corrffdsition of 
these total figures. The Census figures show that there will be a 
steady increase in those at the younger end of this scale and a decre- 
ase of those at the older end. The same Census projections also indi- 
cate that the composition of school age childrep will tend to change 
slightly; with a higher proportion of that population being minority 
at the end of the decade. 

These older Census Bureau projections of school age children are 
reflected in the most recent school enrollment projections of the Na- 
tional Center for Education Statistics (NCES) ^s shown in Table 11. 
The NCES projections show a decline in total school enrollments 
through 1985 and then a slight rise by the end- of the decade. The 
composition of these changes, however, is more important than the 
averages themselves. Like the Census data, the NCES data indicate 
that elementary enrollments will be about constant until the middle 
of the decade but then will begin rising steadily so that gra<Je K-8 
enrollments in 1989 are projected to exceed the enrollment levels of 
1980. On the other hand, grade 9-12 enrollments are projected to 
decline rapidly throughout the decade. 

This composition of enrollment fluctuations has important implica- 
tions for school planning and intradistrict resource allocation. As 
the proportion of those enrolled in elementary programs increases, 
the costs of providing all education services may rise since it is be- 
coming more popular to target resources 'on younger students, par- 
ticularly those in kindergarten and the first through third grades. 
The potential savings from decreased enrollment in traditionally 
higher cost secondary schiftrtrfmay, therefore, not become a reality. 
Further; to degree that schools become more involved in pre-K pro- 
grams, resource needs also may expand. 

One other potentially significant .feature of the data in Tabte 11 is 
that the 1985 projections are lower than the 1985 projections pub- 
lished by NCES one year ago (Odden and Augenblick, 1980, p. 17), 
There has been some disagreement over the methodology used by 
bpth NCES and the Census Bureau on enrollment projections. Kirst 
and Ganris (1980), for example, argue that total enrollments will 
drop throughout the decade. Clearly, as the decade unfolds the val- 
idity of the various projections will be determined. Two facts seem 
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Table 11 



School Enrollments, Public and Nonpublic 
1969, 1979, 1980,' 1985 and 1980 



"7 


(Numbers In Thousands) 








1969 


1979* 


1980* 


1965 


1909 


All Schools 










K-8 


36,797 


31.422 


30,989 


30,248 


33,093 


9-12 


14-.322 


15,235 


14>807 


13,500 


1£,<J00 


Total 


51,119 


46,657 


45,796 * 


43,748 


45,393 


j 

Public " 












rVO 


32,597 


' 27,822 


27,389 


^26,448 


28/993 


942 


4 13,022 


13,735 


13,307 


12,100 


10,800 


Totafy 


,45,619 


41,557 


40,696 


38,548 


39,793 


Nonpubnc 












K-8 


4,200 


3,600 


-3,600 


3,800 


4,100 


9-12 


' 1,300 


1,500 


1,500 


1,400 


1,500 


Total 


5,500 


5,100 


.5,100 


5,200 V 


5,600 


* Protections 


* 











Source National Canter for Education Statistics. The Condition of Education, Washington. D C. U S 
Government Printing Office. 1980. p 56 



clear: (1) that high school level enrollments will drop throughout the 
decade, and (2) that elementary enrollments will be relatively con- 
stant during the first half of the decade. 

It should be noted that these are nationwide, figures and that data 
for individual states likely will vary substantially. For example, 
Utah is anticipating major enrollment increases at all levels, very 
similar to the nationwid^enrollment jurnps i$ the 1960s. Similarly, 
many states in the industrial midwest and in the Northeast are 
projecting greater percentage declines than the national averages. 

Another important component of these recent NCES projections is 
the enrollment level of nonpublic schotfls. As compared to previous 
projections which had nonpubli€ enrollments constant through 
1985, the new figures show a rise in nonpublic enrollments that con- 
tinues throughout the decade. Thus, NCES projects that nonpublic 
enrollments will represent an increasingly larger percentage of 
total school enrollments as the 1980s urt^ljj. This fact is another 
.reason why it wilt be difficult to maintain real resource levels in the 
public schools. An expanding private sector will tend, even to a 
small degree, to drain support and resources away from a declining 
public school sector. > 

The rise in private school enrollments, especially in its poiential 
implications for support for public schools, is of even greater concern 
when the race and incomfe characteristics of school enrollments are 



Table 12 

School Enrollments by Race and Family Income 

School Enrollments of 5-17 Year Olds 



Race 


1970 


(Percent) 


1978* 


(Percent) 


White 


43,002 


(85.2) 


37,983 


(83.2) 


Black 


6,838 


(13.5) • 


6,735 


(14.7) 


Hispanic 


' N.A. 




2,875 


( 6.3) 


Total 


50,479 




45,675 






School Enrollments of 5-17 Year Olds 


Family Income 


1970 


(Percent) 


v 1978* 


(Percent) 


Under $5,000 


9,025 


(17 7) 


ft^ V 4,124 


( 8.7) 


$5,000- $9,999 ' 


19,225 


(37.1) 


7,657 


(16.1) 


$1 0,000- 514,999 


12,651 


(24.3) 


8,990 


(18.9) 


Over $15,000 


7,01 or 


(13.4) 


22,760 


(47 8) 


$15,000- $19,999 


. N.A, 




8,003 


(16.8) 


$20,000- $24,999 


N.A. 




• 6,538 


(13.7) 


Over $25,000 


N.A. 




8,239 


(17.3) 


Not Reported 


* ' 3,89:? 


° ( 7.5) 


'\038^ 


( 8.5) 


Total 


51,805 

* <* 


*> 


v 47,539 




'Projections 










N A. - Not applicable. 











Source- For 1970 figures, U.S. Bureau ol the Census, School Enrollment — October 1970, Series 
P-20, No. 222. Washington, D C: U.S. Government Printing Office, June 1971. Fa 1978 figures, U. S 
Bureau of the Census. School Enrollment — Social and Economic Characteristics ol Students. Octo- 
ber 1978 Series P-20, No. 346 Washington, ffC : U.S. Government Printing Office, October 1979. 
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examined (Table 12). These data reflect a decade of change in the 
makeup of students attending school (see Odden and Augenblick, 
1980, p. 18). Schools are increasingly composed of a greater percent- 
age of minority and lower income students. The minority d$ta are 
shp>yn directly in Tjable 12. If the 1978 income figure's were deflated 
to 1970 dollars, the results would show a sharp rise in the under 
$5,000 category and a drop in the over $15,000 category. 

Jacobs (1980) has>shown that this rising minority and low income 
characteristic of school enrollments is not the case for the private 
sector. Analyzing data from4;he 1978 school year as gathered in the 
Current Populations Survey, Jacobs shows .that private school en- 
rollments are 92 percent white, conjpareci to 83 percent for all 
schools, and only 6 percent black, compared to 15 percent for all 
8chools/,She also shows that 50 percent of studentsnn private schools 
are froitf families with incomes above $20,000 compared togust 36 
percept, for total school enrollments. Jacobs also shows that the 
minorities in the private sector are generally from middle and ufcper 
income categories. 

/ 39 . 45 



In' short, the private sector enrolls a higher percentage«of non- 
minorities and alnuch higher percentage .of the affluent, nonminor- 
ity as well as minority. Students in the public schools are poorer and 
more often are members of minority groups'. Again, when these fig- 
ures.are translated into likely support for maintaining the real* re- 
source level in public schools, the outlook is not optimistic. 
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III. Reviews of Major Policy Issues 



This chapter summarizes research findings that have been recently 
uncovered in the area of school finance and provides an overview of 
issues that are likely to be of particular interest to policymakers in 
the near future. The chapter concludes with a list of references that 
interested readers might examine if they want more information. 

The Impacts of School Finance Reforms 



During' the ^past 10 years, 'half of the states modified their school 
finance systems. Toward the end of 'the 1970s, research was under- 
taken to analyze the impacts of those modifications in order to de- 
termine whether the objectives of these progranis were being 
achieved. Numerous studies of individual states have been com- 
pleted. Typically, these charted the progress of school finance-sys- 
tems over time; however, few studies have compared the states to 
one another. Those studies that did compare the states found that 
greater progress was made in reducing the relationship between 
school district expenditure levels and school district wealth than in 
reducing the disparity among districts* in their expenditure levels. 
This may simply reflect the fact that in tfce early part of the 1970s a 
primary objective of policymakers was to deal with'property tax re- 
lated problems. Studies have also sjiownthat school finance reform 
led to increased expenditures for education in general and most of 
the new funds were not used to increase teacher salary levels. Fi- 
nally, school finance reform has directed funds to districts with spe- 
cial needs, such as large proportions of pupils in need of compensa- 
tory education. 

* ■ 

* Fiscal Capacity and Fiscal Response: , 

Studies of fiscal response and fiscal capacity have a dual focus. First, 
they attempt to determine how districts change their levels of local 
taxation and total spending in response to state and federal aid. This 
helps policymakers more fully understand Ihe total. imp.act of a par- 
ticular program. Second, they examine which economic factors in- 
fluence a districts spending level. This helps policymakers develop 
mo o re comprehensive,measures of fiscal capacity. These studies rely 
on economic theory for the choice of factors to study as well as the 
type of statistical analysis to use. 



The fiscal response of school districts has been studied in many 
states by different researchers. The major findings of these studies 
are surprisingly similar. The research indicates that only a portion 
of each dollar of state general aid goes to increased spending; dis- 
tricts use the remainder to provide tax. relief. On the other hand, 
almost all state or federal categorical aid goes to increased spending, 
sometimes it even appears to stimulate additional local tax effort. _ 

These studies have also established a set of economic factors that 
tend to be associated with nigher district spending in all states 
studied. These factors are., the level of property value and household 
_ income and the relative proportion of nonresidential property lo- 
cated in the district. 

TJhe results of these studies have been applied in two areas. First, 
the information on response to state and federal aid has been used to 
more thoroughly evaluate the impact of alternative aid formulas. 
Secon^, the findings on property wealth and income have influenced 
policy on alternative measures of school district wealth. 

Cost-of-Education Indices 

In recent years, researchers have been particularly active in devel- 
oping cost-of-education indices. These indices attempt to measure 
the difference from district tot district in the cost of providing educa- 
. tional services. Studies in this area have highlighted the importance 
of understanding the difference between expenditures and costs. 
Expenditure^ refers to the tot^l amount (or total amount; per pupity 
of a district's dollar outlays. Costs refer to .the price of a given item 
in a district's budget. As a result, two districts with exactly the same 
level of expenditures may not be providing the same level of educa- 
tional services. One district is probably facing higher costs, so its 
education, dollar does not go as far as the education dollar in the ' 
other district. 

A fully adequate cost-of-education adjustment would compensator 
this difference ifi prices; it would translate dollars into resources. 
But researchers today do not unanimously agree onhow to construct 
a fully adequate cost-of-education index (nonetheless, the adjust- 
ments probably work in the right direction). As a result, policy- 
makers must face the question: is it better to employ a less than 
perfect adjustment or to do nothing at all to attempt to remedy this 
problem? 

One simply measures differences in 'the cost of living among dis- 
tricts. Another measures differences in the cost of providing a cer- 
tain quality of 'fechication program. A third attempts to determine 



1 .... 

the cost of purchasing similar quality resources, such as teacher 
personnel. Each type of index involves different assumptions, differ- 
ent^ta and statistical analyses, and has different policy applica- 
is. Several statistical methods used to derive the indices have . 
n debated by those studying such measures. ' 0 ' 




lost studies have focused on the third type of index. Common/ind- 
ings have emerged. For example, the cost of purchasing similar 
quality teachers tends to be higher in large sized, densely-populated 
school district Also, those districts with high concentrations of dis- 
advantaged pupils face higher costs in attracting similar quality 
teachers. In general, urban schooTdistricts have relatively higher 
costs when measured by this index. 

These indices Jiave..Jbeen considered in several states as an adjust- 
ment to state aid inbrder to equalize the purchasing power of school ° 
districts. Florida presently uses a cost-of-living .index; however, the 
state has contracted for a study to develop and evaluate other types 
of cost-of-education adjusters. 

State Aid for Special Needs 

Most new school finance systems have attempted to consider the ad- 
ditional costs to school districts caused either by the needs of stu- 
dents enrolled in special programs .or by special characteristics of 
school districts, such as their sparsity. This ha^ led to the need to 
separate "legitimate" from "illegitimate" variations in the per pupil 
expenditures of districts. The legitimate portion of the actual ex- 
penditure disparity is related to the variation in' the need^of the 
districts. The illegitimate portion of the dfsparity is r^latec! t<vthe 
variation in the desire of districts to spend more. 

0 

Numerous systems liave been developed to account for the costs of 
special programs. Many states have determined the excess costsjisr 
sociated with such programs and provided aid for sqme or all of the 
costs. A number pf states have classified students by the programs 
in whidsthey are enrolled and weighted the students, relative to a 1 
student in a standard program, based on the relative cost of the pro- 
grarfT. These pupjl weighted systems have proven succedlful in as- 
suring the distribution of adequate resources in an'eqtiitable man- 
ner. Research has, however, pointed to certain problems in using , 
thes£ approaches, including the incentive to misclassify pupils in 
programs for which state aid is high. This and other problems con- 
tinue to^receive~attention, particularly in the light of federal- 
categorical aid systems. 
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Capitalization ' 

Numerous studies have examined the effect of differences, in public 
services and tax rates on differences in housing value among cpm- 
munities. This process of translating fiscal differences into housing 
values is termed capitalization, k recent interest in this area of 
study is the impact of schboHinance reform on housing values via 
this capitalization proces^f The results of studies to date suggest v^/ 
that higher local education expenditures have a positive impact on 
the value of housing while higher tax rates have a negative impact 
School finance reform, by distributing increased amounts of state 
equalization aid, affects these levelsof expenditures and tax rates. A 
complicated set of interactions are induced, and capitalization can 
occur. . * -t/ * . ' * , 

' h ' y : - 

Several inferences for School finance reform are drawn from the 
existing studies. First, the inequity among taxpayers that is as- , 
, sumed to £xist prior to reform may^ not be as large as suspected if the 
price of education services' is viewed not only as property tax bills 
but also housing costs. Second, the cost of reform within ,^ state may 
be significantly less than*previously expected if capitalization takes 
place. Finally, school finance reform may induce, windrall-gains and 

losses to individual homeowners as a side effect. * 

\ o . , . y 

Education Tax Burdens . • ' 

Most studies of the burden of taxes used to finance local schools have 
only dealt with the property tax. Th§re is no true consensus on its 
incidence, or what burden it places. on low income versus high income 
. ^households. Traditionally, it&ljUrdert is viewed a$ regressive; that f 

jfB* it takes- a larger .percentage of the income of low income 
y/\ households. This conclusion relies on a number of assumptions- 
; about ffivnership of property and the ability to shift taxes to non- 
ovFtrers. Theie ji^sumptions haye foeeri challenged by. more recent 
«rf&lypis of tr^mirder^of ^operty^fexes.^ , t 

A broader questi&pfor tax burden analysis is vyhat is<|jhe burden of 
the total amount of t1ixb§ used to fijiancje^schopls^Che extent pt state 
involvement has 'increased substaJ|^al^^o that currently close to 
50 percent of school revenues cofnelfrqjn stat£ screes.- These are, ' 
primarily general'sales tax and state^fcori^ rfeVertjlps. In t^rms 
of tax burden, state and local taxes hav£ been shovmjjp bit regressive 
for families with incomes of less than $30,t)Q0, tf^ich includes 93 o .5 
percent of all family units nationwide. The rr^t/impoytant feature 
leading, to regressivity is^he absence of a^ate ^idiiddjyrf income 
tax. Features that improve, equity, by If ^serting- |$^§6ivity, are 
sales tax exemptions for food and low income property 'tax cfrcuit 
breakers. ' ' ' * . -ll *' * • 
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Future Issues 

During the 1970s, the efnphasis of school finance analysis was the 
adequacy and equity of education resources. As a result research 
was designed to answer questions atout how to determine the re^~ 
sources needed by different pupils (as in the determination of pupil 
weights to reflect the costs of other than regular programs) and 
those neeiied by districts with different characteristics (as in the de- 
termination of costfof-education indices). Research was also directed 
to defining and measuring equity and to determining the likely im- 
pact of school finance systems on school districts (as in the analysis 
of the fiscal response of districts). One of the most important topics 
discussed In the 1970s was how to measure the fiscal capacity of 
school districts. "Research was designed to determine factors other 
than property wealth that contribute to some districts choosing to 
spend more than others. This body, of research has contributed to- 
ward developing a more sophisticated and complex view of school 
finance. These' complexities, in Wn r have demanded further re- 
search on these fopics. 

Thus, many of these questions continue to receive attention in the 
1980s; moreover, new questions have emerged. Much research in 
the next few years is likely to be focused on different topics^ some of 
which have emerged from recent court cases and some of which are 
related -to the changing economic and political climate. The overrid- 
ing framework within which this research will be conducted is that 
of fiscal federalism, In the 1970s it was recognized that school fi- 
nance was an important part of public finance. In the 1980s, the role 
of various levels of government in raising revenues in general and 
in supporting education in specific will receive a great deal of atten- 
tion. Within this context a number of specific topics are likely to be 
the object of researcfy: 

• What is the relationship between municipal finance and school fi- 
nanfce: should states consider any special characteristic^ of cities as 
they distribute aid for education to them? 

• Can other characteristics of school districts that contribute to their 
legitimate needs for funds, such as size, be included in state aid 

•formulas? 

• How can states appropriately consider the fiscal impacts of declin- 
j ing enrollments in their state aid systems? \ 

• Can tile relationship between education resources and education* 
accomplishments be specified so that funds can be used more effi- 
ciently? 

• What would the likely impact of new finance mechanisms, such as 
tax credits or block grants, be on the provision of education* ser- 
»• vices? 
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1 4,462 


*New York 


37,454 


46,583 


Delaware 


1,299 


2*740 


North Carolina 


15,393 


25,132 * 


Flonda 


19,366 


29,783 


* North Dakota 


1,789 


'2,273 


Georgia 


1 3,968 


23,361 


Ohio * 


25,903 


43,626 


Hawaii 


2,038 


2,469 


Oklahoma 


7,2?5 


13,711 


Idaho 


2,365 


.4,170 


Oregon 


5,634 


9,083 


Illinois 


23,286 


52,927 


Pennsylvania 


27,307 


42,1 1^ 


Indiana 


13,266 


22,194 


Rhode Island 


2,273 


3,302 , 


Iowa 


7,025 


13,634 


South Carolina 


8.625 ' 


16,810 


Kansas 


5,561 


8,737 


South Dakota 


2,016 


2,188 


Kentucky 


9,618 


14,816 


Tennessee 


. 11,816, 


26,328 


4 Louisiana 


11,487 


21,446 


Texas 


32,366 


63,208 


Maine 


3,037 


5,578 


Utah 




8,382 


Maryland 


„ 9,400 


20,716- 


Vermont 


1,377 


2,424 


Massachusetts 


13.4&1 


3,1,121 


Virginia „ 


13,074 


20,574 


Michigan 


21,417 


35,328 


Washington 


,N.A. 




Minnesota 


lfl,020 


19,127 


West Wfginia 


4,770 


7,435 


Mississippi 


6,974 


9,294 


Wisconsin 


11,909 M4.187 


Missouri 


12,198 


23,583 


Wyoming 


956 


2,141 



Source' HEW Programs Transferred to the Department of Education State Tables — 1981 Budget 
Request Department of Health, Education and Welfare' Office of Education. January 1980. 

'These estimates are based on 1979-80 distribution data* When updated data are obtained, these 
amounts will change As of FY81 , all programs are advance funded. 

•Basic grants only * I • 

'Excludes preschool grants. \ 




